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Some Thoughts on Modern Tendencies
By Herbert C. Freeman

The article by Professor McKinsey in the April issue of The
Journal of Accountancy entitled Modern Tendencies in Ac
counting Practice draws attention to certain developments which
have come within comparatively recent years and which promise
to exercise so profound an effect upon the practice of public
accounting that it is well to pause a moment to consider to what
extent they may be inimical to the best interests of the profession.
Professor McKinsey sounds a note of warning to the would-be
industrial engineer who specializes in everything. As to tenden
cies in other directions, however—tendencies affecting the man
who frankly holds out as a public accountant—the impression
gained from the article is that of general acquiescence in, if not
definite approval of, the course of events. The purpose of the
present paper, therefore, is to inquire whether there is not a
question of practical business welfare involved, apart from any
consideration of professional propriety, in certain of the tenden
cies to which Professor McKinsey refers.
Movement in any direction is not necessarily progress. There
must be some fundamental definitions, some enunciation of prin
ciples to be adhered to and objects to be attained, before progress
can be measured, before even motion can be seen to be progress
towards or retrogression from the thing desired. Or, if it be felt
that this idea presupposes a condition of the business world
altogether too static to be contemplated in these modern times,
then it is necessary to consider how close to shore it is safe for
any profession to come with the incoming tide without undue
risk of being left high and dry when the turn comes.
Let us endeavor to state certain premises—not necessarily
principles or articles of faith, but points of attack upon which the
arguments advanced in this paper will be predicated. If these
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premises are false, then the argument falls to the ground, but if
they are true, or contain the elements of truth, they will at least
serve as the basis for discussion.
The present writer is of opinion:
First, that the function of the public accountant which
differentiates him most sharply from any other profession
or calling is the function of auditor.
Second, that the diversification of investment and the owner
ship of business organizations by large numbers of in
vestors not directly active in management is a permanent
feature of modern industrial financing.
Third, that the investment banker will find it increasingly
desirable to present prospective investors with audited
statements of financial condition and earnings of properties
to be financed.
Fourth, that the corporation laws of all progressive states, if
not an inter-state corporation law of the federal govern
ment, will before long make it mandatory for corporations
to submit to their stockholders regular accounts verified
by auditors elected by the stockholders themselves.
Fifth, that the attitude of the auditor must of necessity be
that of an independent critic, whose mind is not influenced
by considerations of management or policy as affecting the
individual business subject to audit.
It would therefore appear that they best serve the interests of
the profession, and ultimately of themselves, who adhere closest
to the practice of accounting and auditing in the accepted defi
nition of the terms.
To justify this statement it is necessary to consider the pos
sibilities which may arise from a development of the profession
along lines other than those indicated.
The profession is one which attracts men of a type of mind
fitting them for many of the most important executive positions
in the business world today. Its practice brings these men in
intimate contact with business problems of every kind and into
close touch with men of affairs of every type engaged in the
solution of these problems. The insight thus gained into the
fundamentals of business administration is of incalculable value
in the intelligent direction of audits and investigations and in the
designing of methods of accounting and budgetary and statistical
control. Is the application of this knowledge to stop there or is
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it to be put to the uses which it would so well serve if the ac
countant were given the responsibilities of management? That
is one of the serious questions confronting the profession
today.
It would seem to the writer that as soon as the accountant in
any given case assumes the responsibility of participating in the
management of a business he disqualifies himself from simul
taneously acting as auditor or public accountant for that business.
Executive responsibility involves responsibility for results, and
the results, favorable or otherwise, are of necessity reflected in the
accounts which the auditor is called upon to certify. The deter
mination of policies, the selection of men to put them into effect,
the expansion of plant facilities, the decision to accumulate stocks
of merchandise or to go short—all these may be matters upon
which the accountant is competent to advise; but as soon as the
terms of his engagement call for the rendering of such service he
ceases for the purposes of that particular case to be a public
accountant.
If, therefore, the public accountant who acts as auditor of a
company is engaged on a basis which calls for his keeping in more
or less constant touch with its affairs as a consultant, his services
must be restricted to such as contribute to the maintenance of
proper budgetary, statistical, costing and accounting records and
control, to the establishment of methods of internal audit com
mensurate with the magnitude and complexities of the business
and to the verification by means of his independent audit of the
accounts as finally developed. In connection with his audit it is,
of course, proper for him to interpret the significance of the
accounts to the executive officers. He may, in fact, do practically
all the things that a comptroller should do for the company,
except share the responsibility for policies, personnel and manage
ment.
Unless he draws the line, and a very definite line, at that point,
he runs the real danger of losing his status as a critic and thus of
failing properly to perform his function as an auditor; or, if he be
one of those exceptional men who can in fact criticize his own work
(and such men are so rare that they were not even specifically
mentioned in the Beatitudes), he runs the no less serious danger of
appearing to outsiders to have forfeited his power to criticize
impartially in that particular case.
A very wise banker in New York, whose every step has been
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taken with courage and yet with the most scrupulous observance
of the proprieties called for in financial transactions of magnitude,
has remarked more than once that it is of chief importance to do a
thing right, but the next most important thing is not even to
seem to do it wrong.
To some men the work of an auditor does not appear to be
sufficiently creative. The application of native ability and
acquired knowledge to the scrutiny of past history does not
impress them with its true value in the economic and financial
fabric of society. Some such men are to be found within the
ranks of the profession. Some of these men may have the
ability, but they have not the temperament required for the
Simon-pure accountant and auditor. Others may be tem
peramentally fitted for professional life but may chafe at what
they conceive to be the slowness with which recognition is coming
to the practice of accountancy as one of the pillars of the economic
structure. The day to them seems far distant when the public
accountant and auditor will really come into his own. If they
restrict themselves to working for the “invisible third party”
in financial affairs they feel that the procession is passing them by.
Themselves not altogether angels, they see others, not altogether
fools, rushing in and collecting very fine fees for work of an extra
professional character—the work of efficiency experts, business
engineers, et id genus omne. No wonder that at times the cry
goes up, “How long?”
It is fitting to consider, therefore, whether the accountant
cannot properly serve the business community in two capacities.
Towards one set of clients may he not maintain the disinterested
and impartial attitude of the professional auditor, while per
mitting himself to be drawn into executive or directorial relation
ships towards other clients, recognizing that in these latter cases
he must be content to see some other of his colleagues in the
profession serve as auditor?
If we turn for an answer to Great Britain, where accountancy
has been established as a profession much longer than in this
country and in a much more official manner, we may conclude
that he can. Members of the profession in Great Britain serve
as directors, receivers, receivers and managers, trustees, assignees,
secretaries pro tem, of newly created companies,—in short in
nearly every kind of administrative and fiduciary capacity, while
simultaneously acting for other companies and businesses as duly
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elected auditors under a system of legislative provisions and
judicial procedure holding them to the strictest accountability
for their acts as auditors. Their appointment to some of these
positions is made as a matter of preference because of the fact
that they are accountants; in others, more particularly in the
cases of directorships and receiverships, the personal ability and
experience of the individual is what counts.
To reason from this, however, that the same condition is possi
ble or desirable in this country may involve a fallacy. There are
many fundamental differences between the business and financial
structure in Great Britain and in this country, and even if this
were not so, the vast difference between the status of the profes
sion of accountancy there and here would be sufficient to call for a
consideration of the conditions here on an entirely independent
basis, free from any analogy with conditions in Great Britain.
It is hardly necessary to go further than to recall to mind the
fact that, under the British companies acts, auditors are elected
by the stockholders, that they have absolute freedom of action
in reporting directly to the stockholders at the annual meeting
and that if it is proposed for any reason not to re-elect the same
auditors, adequate notice of the fact in advance of the annual
meeting must be given to the stockholders. These provisions
alone, coupled with the fact that the accounts of every company
must be audited, have established the profession there upon a
foundation of independence as a matter of accepted fact, while in
this country the independence of the profession has had to be
created by the integrity and steadfastness of purpose of its
members and of the organizations which they have formed.
Accountancy, then, has not fully “found” itself in this country.
It is not firmly established. As usual, the enlightened action of
individuals is considerably in advance of legislative action. And
until full recognition is gained, the position of the accountant will
frequently be misunderstood, even by those to whose greatest
interest it is to see the value of the independent auditor fully
appreciated.
Such misunderstandings must inevitably result most fre
quently if the accountant is found by his friends in positions in
which they do not expect to see him. If it is admitted that the
accountant who enters into the administration of a business is
disqualified as auditor of that business, then to what extent can
he get involved in the administration of a number of businesses
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before he becomes, in the minds of the people who really matter,
disqualified as auditor of any business? This may sound meta
physical but the psychology of it is unmistakable. If accountants
seek recognition of an official character, established by statute,
they are best working toward that end if they stand four-square
on their position as accountants. They do not improve their
chances of being accepted as a distinct class in the business com
munity, vested with quasi-judicial functions, if they are known
in point of fact to have affiliations of a closer character in certain
directions which render them, in their turn, more or less de
pendent cogs in the economic machine.
To return, then, to the first postulate stated in this article, it
would appear that public accountants should seek to emphasize
the distinction which marks the profession to which they belong
and in this manner to insure its being accorded the position which
it should properly enjoy. They should look askance at engage
ments which lead them into the executive field or those which
charge them with the responsibilities of administration, until the
status of the profession has been clearly established by legislative
action. That clearly is the line of progress, and by-paths are apt
to lead into the wilderness.
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